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According to the latest government estimates on Peru's economic performance, the hefty increase
in GDP registered during the first half of 1994 has continued in the second semester, and inflation
remains at record-low levels. Notwithstanding the overall economic improvement, however, the
country's trade deficit continues to grow, representing the Achilles' heel of the government's
economic stabilization program. "The Peruvian economy in the 1990s is an ugly duckling turned
swan," read a new country profile on Peru by the Inter- American Development Bank (IDB),
published in August.
"After accumulating a 24% decline in GDP since 1988, the country became one of Latin America's
top-performing economies during 1993, with GDP growth at a solid 6.5%." Indeed, the hefty
growth demonstrated in 1993 has continued during 1994, earning Peru newfound status as the most
dynamic economy this year in the Western Hemisphere. According to preliminary figures released
in August, the GDP expanded by nearly 13% during the first semester of 1994.
Now, the latest government estimates show that the robust growth of the first semester has
continued into the second half of the year. In July, the GDP grew by a total of 9%, bringing the
accumulated increase for the first seven months of the year to 12.1%, according to the official
statistics agency (Instituto Nacional de Estadistica e Informatica, INEI). INEI reported particularly
marked growth in the agricultural, fishing, and mining sectors. The value of farm production
increased by a total of 17.2% in the first seven months of the year, compared with the same period
in 1993. In the agricultural sector, basic grains, beef, and poultry had the greatest growth. On the
whole, the fishing sector expanded by 32.3% in the January-July period, because of hefty growth in
the production of fishmeal and fish oil.
The expansion is largely fueled by unusually high quantities of fish off Peru's shores this year, which
greatly increased the amount of fish caught. In addition, Peru has modernized most of the country's
processing plants since last year. The mining sector, meanwhile, grew by 5.6% during the first seven
months of the year. A sharp improvement in world market prices for many minerals, plus a huge
jump in foreign and domestic investment in the mining industry, greatly contributed to growth in
that sector. All told, the government estimates that by year-end 1994, the GDP will have increased
by 8%. Moreover, the government expects the recovery to continue in the medium term. Next year,
for example, INEI predicts minimum GDP growth of 6%. Meanwhile, inflation continues at recordlow levels.
According to INEI, the consumer price index (CPI) increased by just 0.5% in September, the lowest
monthly inflation rate in at least 20 years. In August, inflation had increased somewhat to 1.53% up
from 0.89% in July due to a 1.4% devaluation of national currency in early August, plus a 5% increase
in fuel prices and wage hikes for some civil servants. INEI now confidently predicts that by year©2011 The University of New Mexico,
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end, annual inflation will remain below 20%, meaning that the government will have achieved the
goal it laid out last May when it signed its latest accord with the International Monetary Fund.
In fact, in the executive's proposed budget for 1995 sent to Congress for review at the end of
August the Fujimori administration has set a 9.2% annual rate of inflation as its goal for next year.
If achieved, it would be the first time Peru has maintained single-digit inflation since 1983, before
the economic crisis pushed the country toward hyperinflation. In large part, the country's huge
accumulation of foreign reserves has helped keep inflation down, since the foreign exchange rate
remained stable throughout most of this year. As of Aug. 9, the Central Bank (Banco Central de
Peru) had reported US$5.06 billion in foreign reserves, representing a US$2.354 billion increase over
December 1993.
The sale of state firms this year, combined with a huge increase in capital inflows, accounts for the
jump in reserves. Nevertheless, the increase in reserves and the resulting exchange-rate stability
represent a catch-22, since the government has been unable to stimulate the export sector, leading to
constant demands by exporters to devalue national currency by at least 50%.
The export slump has in turn contributed to a steady increase in the trade deficit over the past three
years, since the appreciation of Peruvian currency combined with the government's efforts to open
the domestic market to foreign competition has simultaneously fueled demand for imported goods.
In 1990, before the Fujimori administration launched many of its economic policies, the country
registered a trade surplus of US$350 million. But by 1992, the surplus had inverted to a deficit of US
$360 million, and in 1993 the deficit grew to about US$530 million. This year, the government expects
the deficit to at least match the level reported in 1993, and in 1995, the government estimates that the
trade deficit will grow to more than US$1 billion.
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